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Introduction
Over the past decade local government in Victoria has gone through a major transformation.
The initial amalgamation period was driven by a new discourse of governance that
represented local governments as corporate entities where the roles of councilors and
managers were redefined.  The ‘contract state’ was extended to local government through
Compulsory Competitive Tendering (CCT) to ensure that purchaser/provider split in service
delivery practice (Ernst;Glanville and Murfitt, 1997).  Local government bureaucracies were
transformed to meet the needs of a corporate enterprise including the development of
corporate plans (Kloot, 2001; Tucker, 1997).  Councillors were expected to take on new roles
as a board of directors where there would be a separation of ‘steering’ or setting the policy
framework and ‘rowing’ or the provision of services (Newnham and Winston, 1997).  In this
process the local citizens became customers whose relationship to their local government was
redefined as that of share-holders in ‘enterprise local government’ (Williamson, 2002).  As
part of the accountability chain customer satisfaction surveys are carried out annually to
ensure that the enterprise is delivering its services efficiently and well.
‘Good governance’ in this discourse meant a combination of corporate and new public
management methods to develop a stronger relationship between the state and the market.
Thus the councilors as a board of directors were responsible for overseeing and controlling
management in ensuring that they followed a more commercial style of management.  On
their part managers were expected to follow a more business-like approach through the use of
CCT, performance measures and value for money.
Following the defeat of the Kennett government in 1999 local government is once again being
redefined especially with respect to governance.  Local councilors and local bureaucracies
have now come to terms with many of the new structural arrangements inside local
government.  Service delivery has been transformed and corporate management is well
bedded down.  The new tasks allocated by the Bracks government are built around refocusing
service delivery in what it terms ‘best value’.  Essentially this means building consultation
with the local community into the design and implementation of local government services
(Local Government Division of the Department of Infrastructure and the Victorian Local
Governance Association, 2002: 4).  The present government is trying to redefine ‘good
governance’ to embrace engagement by the community in the governing process.  What that
means for different local councils is variable as there is still a strong emphasis on business
and management practices.
The aim of this paper is provide some initial analysis of the changing nature of local
governance in Victoria.  The paper begins with a discussion of governance focusing on two
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major approaches: corporate governance as the organizational and institutional arrangements
of the state; and community governance as the process of engaging social and political actors
in the governing of their community.  Following the general discussion of governance the
paper will focus on the new governance framework in Victoria and how it is being explicated
in the literature.  The paper then turns to an analysis of local government annual reports to get
some initial idea about how local government is adopting the new governance framework
across the state.
Governance
The term governance poses problems for those who want an all-encompassing shorthand
definition.  The literature suggests that governance is multifaceted and can take on different
forms depending upon the focus of the organization (People Together Project, 2000; Pierre,
2000; Pierre and Peters, 2000; Rhodes, 1997).  Rhodes suggests that there are at least six
different uses of the term governance: as minimal state, as corporate governance, as new
public management, as good governance. as socio-cybernetic system, as self-organising
networks (Rhodes, 1996).  Paquet indicates that
Governing, governance and governability are obviously in continuous interaction: the
gaps between governing needs and capabilities are likely to modify governing behaviour
and transform the governance pattern.  This is likely to trigger the emergence of a fitful
degree of centralisation, differentiation and self-governance; to give rise to a variety of
partnerships and joint ventures to respond to the challenges posed by knowledge
dispersion, motivation and implementation problems; and to correct some of the
important side-effects of the existing governance structure (Paquet, 1999: 12)
These two analyses of governance are indicative of the complexity of issues involved.  It is
not only the form of governance that poses problems but also the adaptation of the form to
different environments.  This paper examines local governance in Victoria and restricts its
focus to two specific types of governance: corporate governance as the organizational and
institutional arrangements of the state; and community governance as the process of engaging
social and political actors in the governing of their community.  These are two approaches to
governance have underpinned changes in the local government restructuring over the past
decade.
The first focuses on governance as the organizational and institutional arrangements of the
state.  The use of the term governance in this structural sense is a mechanism for making
decisions ‘within’ the organization (Osborne and Gaebler, 1992).  Thus within a corporate
organization
the governance role is not concerned with running the business of the company, per se,
but with giving overall direction to the enterprise, with overseeing and controlling the
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executive actions of management and with satisfying legitimate expectations for
accountability and regulation by interests beyond the corporate boundaries (Tricker,
1984, cited in Rhodes, 1996: 654).
Under the previous public sector arrangements administration was a hierarchical model, with
its highly standardised public services and unrivalled state strength (Pierre and Peters, 2000).
However the move to new public management (NPM) has meant the acceptance of corporate
methods of governance or the ways that organisations ensure compliance and codified
corporate behaviours, including accountability and probity (Rhodes, 1996).  NPM produces
what has been termed a contract state model that focuses on results not rules where ‘corporate
planning, objective-setting, program budgeting, and performance monitoring became the
order of the day’ (Alford;O'Neill;McGuire;Considine;Muetzelfeldt and Ernst, 1994: 3).  The
outcome of these corporate practices in government introduces a new type of governance that
often focuses more upon standardising the behaviour of managers than service delivery
(Yeatman, 1996).
A corollary of NPM is what Rhodes terms the minimal state or ‘the extent and form of public
intervention and the use of markets and quasi-markets’ to achieve its delivery of public
services (Rhodes, 1996: 653).  The aim is to reduce the size of government through
reorganising both the structure and delivery of services.  Governance here is a method of
reducing the burden of the state by concentrating on the management of contracts rather than
the delivery of services.  Although, while the dominant ethos is one of minimal state
intervention and corporate styles of management, there has been little change in the legal and
constitutional frameworks and hierarchies still play a significant role in the political process
(Pierre and Peters, 2000).
In local government the introduction of corporate styles of governance placed councillors in a
similar position to a company board of directors, ‘determining policy, setting objectives and
establishing the strategic direction of council’ (Victoria. Local Government Board, 1995: 9).
They were leaders of an organisation with a multi-million dollar budget and a workforce of
hundreds of people.  Councillors report to both the state government and their local
community as corporate board members (Kloot, 2001).  The rate-payers are the equivalent to
shareholders in a company and they hold their councillors accountable through the election
box.
In this sense the local citizens are governors in the passive sense in that through elections they
gives legitimacy to the decisions of councils (Goss, 2001).  Corporate governance in local
government is dependent upon representative style electoral processes.  Councillors as
members of the board of directors report to their constituents and are held accountable
through the electoral process.  As a representative body councillors govern on behalf of their
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electors.  This can involve the placement of ‘experts’ in the political positions where they play
the role of what Pitkin terms ‘acting for’ (Pitkin, 1967).  It involves a notion of trusteeship
where representatives are allowed to make decisions because they have the ability to do so.
They also act as representatives in that the citizens authorise them to act on the basis of their
stated policies at the election.  This view of representation is called the ‘mandate’ where the
elections decide who will be given the authority to deliberate and decide for others
(Manin;Przeworski and Stokes, 1997).  But councillors are also accountable to the public in
that they can hold their representatives responsible for their actions at each election.  For
Pitkin where authorisation frees the representative to act on their own initiative, accountability
gives the representative new and special obligations (Pitkin, 1967: 55).
Both types of representation fit well with corporate styles of governance as the councillors (or
board of directors) derive their legitimacy from the electorate (or local shareholders).  They
are able to ‘steer’ the direction of the corporation using NPM methods to assure internal
accountability for the services they offer.  The council is then organised and run efficiently
like a local business.
The assumption that reorganising the structures will get the governance ‘right’ is countered by
those who argue that governance is a dynamic process of social and political actors, and
therefore the dynamics need to be addressed (Pierre and Peters, 2000).  Governance is more
than just the organisational structures of government and has more to do with the interactions
between structures and actors than the structures themselves (Leach and Percy-Smith, 2001).
Recently the role of the public sector has undergone major change, and partnership
arrangements between the public and private sectors have been established on a broad scale
(Sabel, 2001).  There is now an argument that while government involves only the state, new
governance encompasses both the state and civil society (Leach and Percy-Smith, 2001).
Government with its hierarchy and authority is now involved in networks and partnerships
with private and voluntary sectors.
New governance then refers to the development of governing styles where distinctions
between and within public and private sectors have become blurred (Pierre and Stoker, 2000).
It is the ‘relationship of society to governing’ that is important in the governance approach, as
governments are not only the policy-makers and implementers but also use many non-state
organisations in the governing process (Pierre and Peters, 2000).  It still encompasses
governmental institutions, but it also includes informal, non-governmental mechanisms that
help the public to satisfy their needs (van Ham, 2001).
Adding value in the bureaucratic sense has meant focusing on ways to deliver the same
service in more cost efficient ways.  It has also meant using indicators to test customer
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satisfaction in the delivery of local services.  Citizens as consumers avail themselves of the
public services whether offered by public or private providers.  On the other hand new
governance aims to involves consumers in a range of bureaucratic participatory mechanisms
(Uhr, 1998: 235).  The use of consultative mechanisms such as surveys, focus groups and the
like help the local bureaucrats engage with their customers in a more accountable way.  In this
process local citizens are given a greater say in the service delivery functions through
community consultation with local bureaucracies (Bishop and Davis, 2002).  Such an
instrumental approach is governed by a ‘rational choice’ theory that suggests that
participation is about expressing and defending one’s interests (Stoker, 1997).  In this sense
participation as a consumer does not necessarily go beyond fulfilling private needs.
Goss argues that at local level market-based strategies such as privatisation and compulsory
competitive tendering do not replace local governance or public provision, they simply
change its nature (Goss, 2001).  In this sense, the purpose of local governance is different
from the purpose of local government.  She argues that the mere provision of services is a
local government function.  Local governance on the other hand is about value-adding (Goss,
2001).  It is not just value adding in the traditional economic sense but rather the adding of
‘public value’.  She argues that public value is created through winning consent for social
solutions.  It is the process of gaining broad consent through interactions of councillors,
bureaucrats and the community that constitutes ‘public value’ as such a process ‘contributes
to the outcome of a fair, well ordered society which citizens desire’ (Goss, 2001: 20). Further
‘value is no longer necessarily limited to state provision’ but includes ‘the contribution that
private, voluntary and community provision can be expected to make to social outcomes’
(Goss, 2001: 18).  In this sense local governance is not about bureaucratic procedures but
building working relationships both within and without of the local community.  Goss argues
that ‘successful governance offers the possibility of functioning networks capable of
identifying goals, mobilising consent, integrating intervention and reconfiguring resources’
(Goss, 2001: 25).
The issue of public involvement is more complex than just service delivery (Zifcak, 1996).
Adding public value implies moving beyond the individual to collective or community
practice where citizens reinforce the norms and rules of civil society (Goss, 2001: 42).  The
traditional way to produce public value was through elected local councils.  However the
decline in confidence in local elected officials and the perception of a corporate enterprise
separate from the community has resulted in a decline in public value (Goss, 2001).  This
means that citizens become more active as governors through partnerships between
community organizations and the local councils.  This ranges from consultative mechanisms
where there are various public meetings, public hearings or discussion groups to partnership
arrangements where local government establishes community forums, local committees or
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local advisory boards (Bishop and Davis, 2002; Lowndes;Stoker;Pratchett;Wilson;Leach and
Wingfield, 1998).
This engagement in the processes of governing beyond customer satisfaction is community
governance.  Councillors will still have the ultimate responsibility of making decisions for the
community but they will be based upon broader considerations than cost efficiency and
customer satisfaction indicators.  While efficient delivery of services is still an important gaol
for councillors there is also the broader goal of inviting the community to participate in the
governing process thus increasing ‘public value’.  New governance then involves ‘emerging
new forms of collective decision-making at local level which lead to the development of
different relationships, not simply between public agencies but between citizens and public
agencies’ (Goss, 2001: 11).  The major difference between corporate governance and
community governance is the ‘shift from governing as ‘one-way traffic’ from those governing
to those governed towards a ‘two-way traffic’ in which both the processes of the governing
and the governed are taken into consideration’ (Kooiman, 2000: 142).
Governance in Victorian Local Government
In Victoria local government has constructed a Code of Good Governance (hereafter called
the Code) that outlines eleven ‘essential features of good governance’.  They include
• Electoral democracy
• Representation








• Cooperation among local governments
The eleven features are not differentiated and are presented as a mixture of corporate and
community governance.  However, the authors of a recent report on a survey of governance in
Victorian local government assist us by making a distinction between what it termed ‘internal
governance’ and ‘external governance’ (Chimonyo;Gallagher and Henry, 2002).  While there
are no clear definitions in the report of the difference between internal and external
governance the authors do give some indication of how the differences apply to a list of
features in the Code.
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It appears that internal governance refers to relationships between the council, individual
councilors, mayor, chief executive officer and senior managers.  The notion of internal
governance is akin to corporate governance.  One local government Chief Executive Officer
described internal governance in the following terms:
Corporate governance of all organisations whether commercial, not for profit, or
government (the term internal governance is used here in referring to the public sector)
is primarily about the interface of the Board of governance (Council) and the Executive,
and accountability to shareholders (citizens) (Johnstone, 2002: 1).
The Code defines corporate governance in local government in terms of a variety of requisite
business activities:
Good corporate governance requires prudent financial management, transparency
including adequate auditing and reporting arrangements, and a high standard of budget
management to ensure financial sustainability, value for money and the proper
management of risks (Victorian Local Governance Association, 2001).
However it does indicate that the ‘democratic governance role of Councillors and their
consequent accountability for the effective corporate governance of their local governments
are interdependent’(Victorian Local Governance Association, 2001).
The accountability mechanisms are those that are established though electoral democracy.
According to the Code councilors are accountable to their communities since ‘those who
govern are elected by these citizens’ (Victorian Local Governance Association, 2001).  The
Code includes three different aspects of representation: acting for, authorisation and
accountability.  It refers to a ‘representative body governing on behalf of its electors and in
their best interests’ (Victorian Local Governance Association, 2001).  It also refers to
representation that is ‘facilitated by a mandate from its electors’ (Victorian Local Governance
Association, 2001).  Finally the Code focuses on the accountability view of representation
when it states that the ‘legitimacy of decisions by elected local governments depends on their
effective accountability to their communities’ (Victorian Local Governance Association,
2001).
Internal governance in local governments in Victoria was transformed as a result of the
changed public management discourses at state and federal levels in the 1990s.  Councils
were forced to adopt more marketised approaches in their micro-economic reform agenda
(Ernst;Glanville and Murfitt, 1997).  They shifted from relatively basic systems of
administration to new styles of public management that included a range of corporate
practices including performance indicators and benchmarking (Industry Commission, 1997).
The Code of Good Governance includes this under the heading of ‘policy enactment’ where
councils are expected to produce corporate plans that ‘must make clear the Council’s key
commitments, goals, priorities and performance measures’ (Victorian Local Governance
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Association, 2001).  It is the focus on corporate forms of governance that are the hallmark of
internal governance.
External governance on the other hand appears to refer to relationships the various parts of the
‘internal governance’ structure have with the local community.  Here the emphasis appears to
be upon communication and consultation with the local community (Chimonyo;Gallagher and
Henry, 2002).  The Code of Good Governance includes specific reference to community
participation:
Local governments must seek community understanding and involvement in governance
through effective communication with their communities. They must disseminate
information, seek input, stimulate debate and be an effective advocate for their
communities.  They have a responsibility to develop a range of communication and
participation methods.
External governance can involve ‘citizen participation’ in local decision-making within the
existing boundaries of the local government structure.  In some instances there may be formal
acknowledgement involving some council resources or they may be independent groups that
councils use as advisory committees.  In rural areas this could be local township associations
that act as advocates for issues specific to their local district.  The urban counterparts may be
neighbourhood committees that are established by councils as part of their broader
community participation strategies (People Together Project, 2000).
In Victoria citizens also participate as consumers or ‘community-user populations’
(Chimonyo;Gallagher and Henry, 2002: 57).  The change from Compulsory Competitive
Tendering(CCT) to Best Value heralds a change to adding value public services.  As a policy
Best Value ‘aims to enhance council’s capacities to deliver services to the community’ (Local
Government Division of the Department of Infrastructure and the Victorian Local Governance
Association, 2002: 4).  The Best Value legislation states that councils:
• Must take into account community expectations and values when establishing quality and
cost standards
• Develop a program of regular consultation with its community in relation to the services
it provides (Local Government Division of the Department of Infrastructure and the
Victorian Local Governance Association, 2002: 4)
However Best Value is seen as more than a customer satisfaction approach and involves
‘engagement’.  According to the guidelines:
Engagement is achieved when the community is and feels part of the overall governance
of that community.  It is informed, connected and feels it has a role to play (Local
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Government Division of the Department of Infrastructure and the Victorian Local
Governance Association, 2002: 5).
For the present government Best Value is an attempt to ‘reconnect’ local governments with
their communities (Local Government Division of the Department of Infrastructure and the
Victorian Local Governance Association, 2002: 3).  It is an attempt to shift the discourse from
a predominantly corporate style of governance to one that includes more emphasis on
community governance.  The result for local government is variable as they try to reshape
their governance to suit the new directions as the following section indicates.
Reporting Governance
The definition and emphasis that councils give to issues of governance can be found in a
number of places.  One important test is the way that councils use the term and incorporate it
into their annual reports.  If governance were an important issue for local councils we would
expect that they would place it high on their agenda and feature it in their annual reports.
Researching how councils actually use the term in their annual reports is one way of testing
whether new governance is part of the consciousness of local councils.  Accordingly all
councils were asked to send a copy of their annual reports for analysis.
Of the 79 councils in Victoria 72 (or 91%) were kind enough to send back copies of the
2001/2002 annual report.  Besides the number of statutory requirements of annual reports
such as financial accounts the reports did not follow any particular format.  The number of
pages devoted to non-financial reporting varied from 8 to 105 pages.  Generally those in
metropolitan areas (average 56 pages) were larger than regional (39 pages) and rural areas (34
pages) although there was great variation within the categories as well.  Of course font size
and presentation (including photographs etc. was also a cause of great variation.  Comparing
the reports was not easy but it was decided that each annual report would be analysed to see:
1. If councils had included a governance section
2. How they reported governance
• Internally and what that included
• Externally and what that included
The following table gives a summary of the data derived from the analysis.
Table 1











Metropolitan 24 18 9 18
Regional 13 5 3 2
Rural 34 16 9 12
Total 72 39 21 32
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Over half the respondents (39 or 54%) had some section that referred explicitly to the term
governance in their annual reports.  The content of what was reported as governance was
quite varied and the terms internal and external were never used.  If we use the categories
outlined in the previous section we are able to distinguish between those who expressed
governance as an internal or corporate approach and those who reported some type of external
governance.  There was often overlap between reporting on internal and external governance
with nine councils incorporating the external dimensions of governance under a corporate
heading.  In other words they reported governance as integrated process between the council
and community.
As Table 1 indicates 32 (44%) councils used a category of either governance or corporate
governance.  There was great variation in what was included in the internal or corporate
governance and no particular trend could be ascertained.  Generally though the items that
came under the heading of corporate governance included listing the structure of the council
in terms of mayor, councillors and the bureaucracy or outlining service provision.  It was
often more a report of the structure of the local government than a report on processes.
The reporting of external governance is less than that for internal governance (21or 29%).
The variation here was even more marked with councils focusing on a range of different
processes. In some cases councils reported on participation mechanisms such as
neighbourhood forums and consultation processes or participation in local community groups.
There were another 13 (or 18%) councils who reported on participation in the community
through different council and community committees but although this may be seen as a form
of external governance it was not reported as such by these thirteen councils.
Reporting of Best Value was also varied.  Councils are given the option of either reporting
their Best Value practices in annual reports or sending reports to the local government
Minister separately (Department of Infrastructure, 2001).  According to the Best Value
Commission sixty councils reported some aspect of Best Value in their 2001/2002 annual
reports (Department for Victorian Communities, 2003: 7).  The reporting process was quite
varied in that some had summaries of their Best Value while others used one of the two
different pro formas offered to council by the Department of Infrastructure (Department of
Infrastructure, 2001).  A good deal of the reporting of Best Value tended to focus on service
reviews.
There was a strong correlation between those who reported external governance and those
whose councils are used as case studies of community involvement (13 of the 16) (People
Together Project, 2000; Wettenhall and Alexander, 2000).  This would tend to indicate that
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the consciousness of governance as both a term and a practice filters into annual reports of
those who are explicitly involved in case study research on governance issues.  Further
membership of the VLGA was a good indicator that councils would report on external
governance.
Conclusion
The shifting discourse of governance at local government level over the past decade has
transformed the ways that councils operate.  The original model of good governance adopted
by the Kennett government focused on a corporate approach to governance involving new
public management, corporate accountability through democratic representation and the
redefinition of citizens as share-holders and customers.  Local government was seen as an
administrative arm of the state government and the aim was to re-codify behaviours across a
range of local government functions to ensure the efficient delivery of services.  In many
ways the Kennett government achieved their aims but in so doing narrowed the scope of local
governance.  They adopted a corporate approach that saw the development of what some
describe as a democratic deficit ((Williamson, 2002).
The entry of the Bracks government has seen some redefinition of the discourse to include
aspects of community governance.  While much of the corporate discourse stills remains new
terms now appear that put emphasis on community participation.  Terms such as
‘engagement’ are meant to ‘reconnect’ local governments to their communities and
presumeably overcome the democratic deficit.  The assumption is that an informed
community can ‘value add’ to its local polity through functioning networks capable of
identifying goals, mobilising consent, integrating intervention and reconfiguring resources’
(Goss, 2001: 25).
Annual reports will generally indicate how organizations integrate governance into their day-
to-day practice.  A reading of annual reports in Victorian local government signifies that so
far the discourse of governance has affected local governments in a differential way.
Corporate governance is still reported by many local governments as the structural aspects of
their organisation.  Other councils have begun to report on features of community governance
that include a broader participation of their community in local decision-making.  What it
does demonstrate is that the shift to new forms of community governance is no longer just a
theory encapsulated in the Code of Good Governance.  It has become practice in many local
governments.
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